Trade  Acceptance  Method  in 
War  Financing 


This  nation  is  mobilizing  all  its  forces  to  effectively 
prosecute  the  War. 

The  present  is  the  supreme  world-crisis  of  all  time. 

Therefore,  I  invite  your  close  attention  to  these 
fundamental  facts. 

This  nation  is  facing  the  largest  tasks  ever  assumed 
by  any  nation. 

The  expansion,  co-ordination  and  centralized  con- 
trol of  our  economic,  industrial  and  financial  resources 
present  problems  of  gigantic  magnitude. 

This  centralized  control  must  necessarily  be  gov- 
ernmental. 

Under  these  circumstances,  the  supreme  responsi- 
bility of  the  management  of  the  general  banking  situa- 
tion rests  with  the  Federal  Reserve  Board  at  Wash- 
ington. 

The  Federal  Reserve  Banks,  operated  as  a  unit, 
under  the  control  of  the  Federal  Reserve  Board,  con- 
stitute the  Government  Bank  of  the  United  States. 

The  banking  and  credit  reserves  of  the  nation  have 
a  close  relationship  to  the  position  and  to  the  operations 
of  the  Federal  Reserve  Banks.  In  former  times,  the 
gold  reserves  of  the  nation,  which  constitute  the  basis 
of  credit  operations,  were  carried  by  the  individual 
banks. 

Under  the  Federal  Reserve  banking  system,  the 
banking  power  of  the  nation  is  being  co-ordinated  and 
unified.  The  nation's  gold  reserves  are  carried  by  the 
Federal  Reserve  Banks,  and  their  consolidated  state- 


merits  reflect  the  credit  and  currency  position  of  the 
country.  The  reserves  of  the  member  banks  are  repre- 
sented primarily  by  credits  on  the  books  of  the  Federal 
Reserve  Bank.  Their  secondary  reserves  consist  of 
paper  eligible  for  rediscount  with  the  Federal  Reserve 
Bank. 

It  is  evident,  therefore,  that  the  amount  of  credit 
which  the  banks  can  extend  depends  upon  the  liquidity 
of  their  assets,  the  availability  of  those  assets  for  redis- 
count, and  the  policies  of  management  of  the  Federal 
Reserve  Board. 

The  Federal  Reserve  Banks  thus  form  a  great  cen- 
tralized reservoir  of  available  commercial  credit,  be- 
hind which  are  the  government  and  national  resources. 
This  constitutes  the  greatest  reservoir  of  available 
credit  existing  in  the  world. 

The  Federal  Reserve  banking  system  has  been  the 
salvation  of  this  country  in  this  crisis.  I  may  go 
further  and  say  it  is  the  salvation  of  the  world,  for 
upon  it  depends  the  marshalling  of  our  resources,  upon 
the  effective  administration  of  which  depend  the  des- 
tinies of  all  mankind. 

If  our  tasks  are  huge,  we  may  feel  reassured  by  our 
basic  conditions  to  meet  them.  We  have  about  one- 
third  of  the  gold  money  of  the  world,  absolute  control 
of  gold  exports,  an  assured  heavy  balance  of  trade  in 
our  favor,  full  employment  of  labor,  inexhaustible  raw 
materials  and  natural  resources  to  make  us  practically 
self-supporting  and  inestimably  greater  than  those  of 
any  other  country;  agricultural  products  of  an  esti- 
mated value  of  nearly  twenty  billions  of  dollars  annu- 
ally, an  annual  income  estimated  at  fifty  billions  of 
dollars  and  the  position  on  a  large  scale  of  a  creditor 
nation.  Our  Federal  Reserve  Bank  position  indicates 
present  reserves  of  approximately  $1,750,000,000  gold, 
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or  approximately  65yi%  against  circulation  and  62y2  % 
against  deposits,  with  a  floating  gold  supply  roundly  of 
more  than  one  billion  dollars,  which  could  be  made 
available  as  a  further  basis  of  credit.  These  things 
combine  to  make  our  credit  and  economic  position  in- 
comparably stronger  than  that  of  any  other  country. 

Therefore,  our  credit  base  can  be  made  to  support 
such  expansion  of  credit  as  may  be  necessary  to  the 
vital  needs  of  the  nation.  At  the  same  time,  further 
expansion  of  credit  at  this  time  must  be  along  lines  de- 
termined by  the  policies  of  management  of  the  Federal 
Reserve  Board. 

Bearing  in  mind  these  basic  conditions,  our  imme- 
diate problems  are  those  of  good  methods  and  good 
management,  making  it  incumbent  upon  us  all  to  effect- 
ively co-operate  with  the  Federal  Reserve  Board.  We 
need  to  bring  our  credit  methods  up  to  the  highest  effi- 
ciency in  order  to  make  commercial  credit  as  liquid  as 
possible,  cut  out  lost  motion,  arrange  our  whole  credit 
system  for  effective  co-operation  with  our  main  credit 
reservoir  through  the  Federal  Reserve  Banks,  clearing 
credit  against  credit,  in  order  to  accomplish  a  maxi- 
mum of  business  on  a  minimum  of  credit,  to  the  end  that 
legitimate  commercial  credit  may  not  be  curtailed,  forc- 
ing unnecessary  contraction  and  liquidation.  We  must 
bear  in  mind  that  through  force  of  circumstances  this 
nation  is  projected  largely  into  the  position  of  the 
World's  Banker,  the  World's  Work-shop,  and  a  main 
reliance  for  food  and  raw  materials,  which,  combined, 
will  require  an  almost  incalculable  volume  of  credit.  It 
is  very  apparent  that  credit  must  somewhere  be  cur- 
tailed, for  the  enormous  borrowing  needs  of  the  Gov- 
ernment must  first  be  supplied,  taking  precedence  over 
everything  else.  Next  in  order  come  the  most  essen- 
tial industrial  and  commercial  operations.  Considera- 
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tions  of  broad  public  policy  will  govern  the  Federal 
Reserve  Board  in  the  administration  of  banking  credit, 
curtailing  as  fully  as  may  be  necessary  credit  for  non- 
essential operations.  Where  and  how  the  line  will  be 
drawn  is  going  to  depend  upon  the  exigencies  of  the 
tremendously  complicated  situation  ahead. 

It  is  inevitable,  under  present  circumstances,  that  the 
needs  for  corporate  industrial  capital  requirements  on 
a  large  scale  must  be  supplied  through  centralized  con- 
trol, in  which  this  discrimination  will  be  exercised.  If 
the  bill  creating  the  $500,000,000  War  Bank  becomes 
a  law,  with  a  possible  credit  expansion  of  four  billion 
dollars,  supported  by  the  Federal  Reserve  banking  sys- 
tem, it  may  mean  an  encroachment  of  great  magnitude 
upon  available  credit  reserves — how  great  we  can  only 
conjecture.  It  is  inevitable  also  that  the  banks  will 
have  to  absorb,  from  now  on,  government  obligations 
to  an  extent  which  will  require  the  utmost  liquidity  of 
resources  in  order  to  be  in  position  to  adequately  pro- 
vide for  legitimate  commercial  needs. 

With  this  in  mind,  I  ask  you,  therefore,  to  concen- 
trate your  attention  upon  these  fundamental  facts. 

1.  An  unmatured  commercial  credit  in  negotiable 
form  is  a  valid  asset,  convertible  at  once  through  our 
present  banking  machinery  into  cash  or  available 
credit. 

2.  Our  credit  methods  should  be  standardized  to 
automatically  produce  a  type  of  credit  instrument  which 
will  represent  distinctly  actual  sales  of  merchandise 
going  into  consumption  and  the  terms  of  such  sales, 
thus  bringing  into  existence  an  immense  volume  of  self- 
liquidating  commercial  credit  instruments  of  a  purely 
commercial  type,  which  show  upon  their  face  exactly 
what  they  are,  and  as  such  will  be  the  more  readily 
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absorbed  by  the  banks  and  the  open  market,  because 
of  a  type  in  a  class  by  itself — distinctly  self-liquidating, 
of  short  commercial  maturity  and  acceptable  above  all 
others  to  the  Federal  Reserve  Bank,  either  from  bankers 
or  in  open  market  transactions.  As  an  instrument  of 
this  kind,  fulfilling  all  these  functions,  creating  an  elas- 
tic credit  currency,  expanding,  and  contracting  auto- 
matically, corresponding  to  the  volume  of  legitimate 
commercial  business,  the  ideal  credit  instrument  is  the 
commercial  "Trade  Acceptance."  There  is  no  mys- 
tery about  them — they  stand  for  what  they  are.  This, 
of  all  forms  of  credit,  is  the  one  against  which  there 
can  be  the  least  discrimination. 

Bear  this  large  fact  firmly  in  mind :  that  the  Trade 
Acceptance  represents  goods  that  have  been  actually 
sold.  A  plain  note  may  represent  borrowing  for  any 
purpose,  and  does  not  necessarily  represent  transac- 
tions of  a  self-liquidating  character,  and  may  be  bor- 
rowed against  goods  that  have  not  or  may  not  be  sold, 
or  are  unsalable,  or  against  book  accounts  of  an  un- 
known character  or  for  speculation,  or  for  diversion 
into  outside  enterprises,  or  for  capital  or  plant  account, 
or  for  purposes  of  an  unliquid  or  of  an  obscure  char- 
acter. 

Large  interests  have  recently  been  apprehensive  of 
finding  themselves  handicapped  for  needed  commercial 
credit,  owing  to  their  extensive  requirements.  They 
were  doubtful  of  the  future,  and  they  sought  in  certain 
instances  to  obtain  absolute  assurance  of  round  amounts 
on  bankers  acceptances  for  a  period  of  two  or  three 
years  ahead,  through  the  medium  of  syndicate  opera- 
tions involving  a  high  rate  of  interest,  making  their 
paper  in  90-day  periods  under  guarantee  of  renewal 
for  the  time  mentioned.  To  establish  a  market  for  a 
large  volume  of  such  offerings,  the  underwriters  have 
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found  it  necessary  to  sound  the  attitude  of  the  Federal 
Reserve  Board  as  to  the  eligibility  of  such  paper  for 
rediscount,  and  have  found  it  unfavorable  for  several 
sound  reasons,  of  which  it  is  only  necessary  to  men- 
tion that  it  is  regarded  as  really  long  time  borrowing, 
not  essentially  self-liquidating,  and  of  an  inflexible  and 
unscientific  character  as  to  rate,  which  would  be  a  de- 
moralizing element  in  the  banking  machinery.  The 
necessity  of  such  methods  indicates  a  shortening  of  in- 
termediate avenues  of  credit,  which  would  be  available 
if  the  paper  were  eligible  for  rediscount  with  the  Fed- 
eral Reserve  Bank.  Had  these  borrowers  been  in  a 
position  to  negotiate  with  the  same  underwriters,  on 
the  other  hand,  to  convert  into  cash  the  same  stated 
volume  of  trade  acceptances,  for  the  same  period  of 
time,  a  very  broad  market  could  be  developed  for  the 
latter,  for  reasons  which  I  shall  later  endeavor  to  make 
evident. 

Here  let  me  impress  upon  you  the  fact  that  in  our 
open-account  system,  merchants,  in  borrowing  to  carry 
their  credit  customers,  are  usurping  the  functions  of 
bankers  and  carrying  an  unnecessarily  heavy  load.  Is 
there  a  means  at  hand  to  remedy  the  situation  and 
transfer  the  load  where  it  belongs — to  the  bankers  and 
through  them  to  the  Federal  Reserve  Bank?  I  think 
there  is — the  Trade  Acceptance. 

Let  us  suppose  that,  as  a  war  measure  made  neces- 
sary by  the  present  crisis,  the  various  wholesale  mer- 
chants associations  of  the  country  should  "take  the  bull 
by  the  horns"  and  for  that  reason  alone,  utterly  ignor- 
ing any  discussion  of  the  many  other  sound  and  excel- 
lent reasons  which  exist  and  are  capable  of  demon- 
stration, should  join  together  forthwith  and  announce 
firmly  that  for  this  supreme  reason,  hereafter  all  sales 
of  goods  for  the  period  of  the  war  must  be  closed  on 
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the  basis  of  cash  or  trade  acceptance.  Competent  legal 
authority  has  ruled  that  such  concurrent  action  is  not 
subject  to  penalties  under  the  Sherman  Law.  It  can 
only  be  effectively  done  in  that  way — by  combined  ef- 
fort and  backbone  on  the  part  of  the  merchants  them- 
selves. If  you  wait  for  the  bankers  to  do  it  it  will  never 
be  done,  for  it  is  altogether  a  matter  of  selling  terms. 
If  this  could  be  done,  what  would  be  the  result? 

1.  Credits  arising  from  the  sale  of  goods  would  not 
be  locked  up  until  maturity  or  indefinitely,  but  would 
take  the  form  of  negotiable  credit  instruments  of  the 
most  liquid  type,  commanding  the  broadest  possible 
market.  Locally,  they  would  be  absorbed  by  banks,  the 
open  market,  and  the  Federal  Reserve  Bank. 

2.  The  banks,  the  Federal  Reserve  Banks  and  the 
open  markets  of  the  whole  country  would  furnish  a 
broader  market. 

3.  They  would  constitute  an  ideal  means  of  settle- 
ment between  the  respective  Federal  Reserve  Banks 
under  the  management  of  the  Federal  Reserve  Board, 
in  lieu  of  settlements  through  the  gold  settlement  fund 
on  occasions  when  the  general  situation  requires  light- 
ening the  load  on  one  district  and  distributing  it  among 
the  Federal  Reserve  Banks  in  the  other  districts. 

4.  It  would  be  an  ideal  type  of  instrument  for  the 
investment  of  the  funds  of  country  bankers,  particu- 
larly where  the  acceptors  are  merchants  of  standing 
scattered  over  the  country,  whose  home  banks  would 
be  glad  to  buy  their  paper  when  in  available  funds,  espe- 
cially so  if  reinforced  by  the  additional  strength  of  the 
selling  firm  on  the  paper  and  the  knowledge  that  this 
double-name  paper  carries  with  it  prima  facie  evidence 
that  it  represents  the  sale  of  goods  out  of  which  the 
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debt  is  to  be  liquidated,  and  is  not  borrowing  for  opera- 
tions of  an  obscure  character.  The  bank  holding  a 
trade  acceptance  knows  that  it  can  be  immediately  con- 
verted into  cash  at  the  Federal  Reserve  Bank ;  also,  the 
purchasing  bank  is  permitted,  when  in  surplus  funds, 
to  invest  in  trade  acceptances  without  reference  to  its 
loan  limit,  whereas  it  can  lend  not  exceeding  its  loan 
limit  to  any  one  borrower.  Innumerable  small  banks 
have  surplus  funds  out  of  all  proportion  to  their  loan 
limits.  It  will  be  seen,  therefore,  how  broad  the  mar- 
ket could  be  made  for  the  absorption  of  such  credits. 

5.  Further,  the  Federal  Reserve  Banks  are  permit- 
ted to  buy  trade  acceptances  but  not  plain  paper  in  the 
open  market,  and  have  made  a  preferential  rediscount 
rate  on  them  to  member  Banks  in  recognition  of  their 
desirability.  By  virtue  of  this  function  the  Federal 
Reserve  Banks  can  directly  relieve  a  tense  local  situa- 
tion, and  more  equally  distribute  the  burden  of  the 
country's  business  through  the  rediscount,  under  the 
general  management  of  the  Federal  Reserve  Board,  of 
paper  of  this  character  between  themselves.  An 
arrangement  which  might  prove  practical  would  be  to 
rediscount  with  the  Federal  Reserve  Bank  of  each 
District  the  paper  of  firms  in  that  District. 

In  such  times  as  the  present,  the  country  as  a  whole 
cannot  participate  equally  in  some  of  the  larger  finan- 
cial operations,  the  burden  of  which  concentrates  at  the 
principal  centers,  particularly  New  York,  which  is  the 
country's  great  security  market  and  the  principal  center 
of  export  and  import  transactions,  as  well  as  of  govern- 
mental financing  and  domestic  credit  operations,  inti- 
mately concerning  the  whole  country. 

There  are  times  and  seasons  of  extreme  demands 
on  these  centers,  as  when  we  are  financing  the  move- 
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ment  of  the  country's  crops  abroad  or  the  importation 
of  goods  for  national  consumption,  or  when  securities 
from  other  parts  of  the  country  or  from  abroad  are 
sold  in  our  markets  and  the  proceeds  drawn  against, 
creating  conditions  in  which  it  is  desirable  that  the  Fed- 
eral Reserve  System  should  operate,  as  was  intended 
from  its  inception,  as  a  unit;  that  is  to  say,  as  a  Gov- 
ernment Bank,  distributing  through  the  medium  of  the 
Federal  Reserve  Board  the  burden  of  the  nation's  busi- 
ness, assigning  to  each  Federal  Reserve  Bank  that  por- 
tion of  the  task  for  which  it  is  best  qualified,  in  order 
that  no  legitimate  activities  may  be  curtailed. 

6.  In  times  of  stress,  the  merchant  could  use  the 
trade  acceptance  to  advantage  both  in  buying  and  sell- 
ing. In  fact,  the  war  creates  a  condition  where  sound 
reasons  of  public  policy  may  exist  for  so  doing,  and  if 
all  merchants  alike  give  as  well  as  require  trade  accept- 
ances, the  practice  would  operate  to  remove  apprehen- 
sion of  any  impairment  of  credit  on  the  part  of  a  firm 
giving  a  trade  acceptance.  The  expediency  of  giving 
trade  acceptances  is  in  all  cases  a  matter  of  individual 
determination,  which  would  be  governed  by  money  ten- 
sion, restriction  of  credit,  relative  interest  rates,  cash 
discounts,  and  similar  conditions. 

7.  Assuming  that  the  selling  merchant  in  a  given 
city,  under  such  conditions  finds  it  expedient,  profitable 
or  desirable  to  give  an  acceptance  in  a  certain  transac- 
tion in  lieu  of  cash,  to  a  merchant  in  another  city,  the 
merchant  to  whom  the  acceptance  is  given  would  ordi- 
narily discount  it  with  his  home  bank.  But  if  it  should 
happen  that  money  is  more  plentiful  or  rates  lower  in 
the  city  of  the  buying  merchant,  it  might  be  profitable 
for  the  latter  to  arrange  for  the  discount  of  the  paper 
at  his  end  and  settle  in  cash  with  the  seller,  subject 
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to  such  a  cash  discount  as  may  be  reasonable  and  fair 
under  the  circumstances.  As  a  war  measure,  the  bur- 
den of  financing  large  operations  under  this  system  may 
be  distributed  over  the  entire  country,  relieving  the 
excessive  burdens  on  main  centers  and  placing  the  en- 
tire financial  resources  of  the  country  effectively  be- 
hind banking  and  credit  transactions,  thus  realizing 
maximum  efficiency  and  a  minimum  of  tied-up  capital 
and  fully  utilizing  the  functions  of  the  Federal  Reserve 
Banks,  through  which  such  credits  would  be  largely 
cleared  against  each  other. 

When  the  trade  acceptance  is  paid,  there  are  a  debt 
and  a  deposit  cancelled.  There  is  no  inflation,  because 
the  acceptances  are  based  on  goods  going  into  consump- 
tion. Imagine  ten  men  sitting  around  a  table.  The 
second  says  to  the  first,  "You  owe  me  $10,  pay  me." 
Payment  is  made  with  a  $10  bill.  The  third  says  to 
the  second,  "You  owe  me  $10,  pay  me."  And  the  same 
operation  is  repeated  all  round  the  table.  $100  worth 
of  debts  are  cancelled  with  a  $10  bill.  The  same  able- 
bodied  $10  bill  can  go  on  indefinitely  cancelling  debts. 
Substitute  the  Federal  Reserve  credit  for  the  $10  bill: 
the  principle  is  the  same.  The  main  thing  is  to  or- 
ganize your  self-liquidating  credits  to  connect  up  with 
the  Federal  Reserve  Bank. 

The  Federal  Reserve  Bank  System  is  something  on 
the  order  of  a  national  clearing  house,  and  the  results 
would  be  similar  in  some  respects  to  clearing  checks 
through  the  clearing  houses.  Could  you  imagine  the 
amount  of  cash  which  would  be  necessary  to  effect  the 
country's  daily  settlements  without  clearing  house  sys- 
tem? The  increased  efficiency  through  this  standard- 
ization of  credit  might  be  compared  to  standardization 
of  models  and  parts  in  manufacturing.    The  employ- 
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ment  of  the  trade  acceptance  is  the  "jiu  jitsu"  of  com- 
mercial finance. 

There  will  be  dire  forebodings  of  overtrading,  bad 
management,  too  great  expansion  of  liabilities,  perhaps 
kiting,  accommodation  paper,  and  other  objections.  As 
a  matter  of  fact,  as  in  the  sale  of  paper  through  brokers 
in  the  open  market,  it  will  be  altogether  a  matter  of 
good  management,  scrutiny  and  information.  Credit 
relationships,  in  the  last  analysis,  are  based  upon  this, 
knowing  with  whom  you  are  doing  business  and  con- 
fidence. Under  experienced  observation,  devious 
methods  will  not  go  far.  Under  this,  or  any  system, 
the  banker's  risk  is  predicated  upon  the  good  manage- 
ment, conservatism,  financial  responsibility  and  integ- 
rity of  the  borrower.  Without  these,  under  any  system 
disaster  will  follow.  No  system  affords  better  basic 
conditions  of  commercial  credit  or  of  observation  and 
scrutiny. 

The  use  of  trade  acceptances  abroad  is  as  old  as 
the  hills,  and  has  satisfactorily  stood  the  test  of  time 
in  banking  and  open  market  transactions  in  the  lead- 
ing European  countries  where  credit  standards  are  on 
the  highest  plane. 

To  the  banker,  the  trade  acceptance  has  the  merit 
of  keeping  in  view  the  character  of  credit  operations 
into  which  his  money  is  going,  distribution  of  the  risk, 
prima  facie  evidence  of  liquidity  and  immediate  avail- 
ability for  rediscount. 

The  commerce  or  banking  of  a  nation  cannot  pro- 
ceed on  better  fundamentals.  The  trade  acceptance 
and  banker's  acceptance  are  ideal  units  in  both  domestic 
and  foreign  interchanges  of  credit.  The  trade  accept- 
ance is  the  last  and  final  accomplishment  to  bringing 
our  credit  and  financial  machinery  to  full  effectiveness. 
It  is  the  appointed  instrument  of  credit  regeneration, 
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and  healthier  and  more  scientific  economic  and  business 
standards. 

Let  there  be  no  confusion  of  thought  about  this.  I 
am  not  advocating  the  abolition  of  cash  payments.  The 
buyer  should,  by  all  means,  be  encouraged  to  finance 
himself  and  pay  cash.  Our  system  of  cash  discounts, 
with  some  modifications  and  adjustments,  is  probably 
sound  in  principle  and  likely  to  be  continued.  Single- 
name  paper  will  not  be  driven  out  of  existence.  It 
has  its  uses.  But  the  great  government  banks  of  the 
world  discriminate  against  plain  paper  and  invariably 
require  two  names  or  more.  The  foundation  of  their 
credit  or  currency  operations  is  the  Commercial  Bill  of 
Exchange — bankers'  acceptances  or  trade  acceptances 
representing  strictly  liquid  and  clearly-defined  commer- 
cial transactions.  The  thing  radically  requiring  a 
change  is  our  open-account  credit  system — expensive, 
antiquated,  unscientific,  cumbersome.  The  adoption  of 
the  trade  acceptance  is  primarily  a  matter  of  trade  and 
selling  terms.  It  will  never  come  into  universal  use 
until  selling  terms  are  universally  changed  to  require 
that  an  account  shall  be  closed  either  by  cash  less  cash 
discount  or  by  trade  acceptance. 

In  times  of  normal  easy  money  conditions,  we  are 
prone  to  follow  the  line  of  least  resistance.  Radical 
innovations  are  unsettling  and  difficult  of  accomplish- 
ment. It  is  in  a  great  war  emergency  like  the  present, 
when  excessive  burdens  must  be  well  distributed  over 
a  broad  area,  and  limitations  are  placed  upon  credit, 
that  we  come  to  a  full  realization  of  the  true  value  and 
efficiency  of  the  trade  acceptance,  scientifically  em- 
ployed, as  a  means  of  opening  latent  avenues  of  credit 
which  would  otherwise  be  unavailable,  and  bringing  the 
entire  banking  power  of  the  country  to  the  support  of 
the  general  situation. 
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